CAPITAL PROJECTSAND BOND OVERSIGHT COMMITTEE
Minutes
May 14, 2008

The Capital Projects and Bond Oversight Committe¢ on Wednesday, May 14,
2008, at 1:00 PM, in Room 171 of the Capitol Ann8enator Elizabeth Tori, Chair,
called the meeting to order.

Present were:

Members:Senator Elizabeth Tori, Co-Chair; RepresentatiikeMDenham, Co-
Chair; Senator Dan Seum; and Representatives Rblaenron, Steven Rudy, and Jim
Wayne.

Guests testifying before the CommitteeJohn Osborne, Western Kentucky
University; John Hicks, Governor's Office for Pgliand Management; Ken Marks and
Nancy Brownlee, Finance and Administration Cabirigavid Leddy, Department of
Vehicle Enforcement; John Covington and Sandy WAis, Kentucky Infrastructure
Authority; Katie Smith, Economic Development Caltjnieom Howard and Terri Fugate,
Office of Financial Management; and Marc Mathewsivdrsity of Kentucky.

LRC Staff: Nancy Osborne, Shawn Bowen, Kristi Culpepper, IRgtam, Don
Mullis, and Lesa Prewitt.

Senator Tori asked Nancy Osborne, Committee StdffiAistrator, to review the
correspondence and information items. Ms. Osboaig crrespondence items included
two letters relating to the issuance of Kentuckyorfimic Development Finance
Authority (KEDFA) Louisville Arena Project Revenusonds. The April 15 letter from
the Committee to the Finance Secretary communicdiedCommittee's decision not to
approve the bond issue. The April 16 letter from Binance Secretary to the Committee
stated the Cabinet's intent to proceed with thedlissue. She also noted that according
to a May 13, 2008 Louisvill€ourier-Journal article, Assured Guaranty would be the
bond insurer and the bonds were projected to ket isoJune. The sale would include
$280 million in variable rate bonds and an interatt swap.

The second item of correspondence was from the ddsity of Kentucky
reporting the purchase of scientific research againt at a cost of $506,160 ($256,117
from university restricted funds and $250,043 fretate New Economy grant funds). The
equipment, known as a FACSAria Il flow cytometeil] e purchased for use by staff of
the Markey Cancer Center.



Ms. Osborne then briefly reviewed various itemsthe monthly Staff Update
including news that the Kentucky Higher Educatiotudgént Loan Corporation
(KHESLC) has suspended loans for first-time bornenedfective May 1, 2008. Also, the
City of Highland Heights (City) and Northern KenkycUniversity (NKU) have reached
an agreement on the City's annexation of the NKuhme. The City will gain
approximately $800,000 in new payroll taxes frome tmiversity's employees and in
return will transfer seven acres on John's Hill Rem NKU and provide funds over the
next 20 years to NKU to build a soccer complex.

The Staff Update noted a report from the State #udif Public Accounts that the
Kentucky state park system is losing money at areasing rate despite significant state-
funded capital improvements made since 1994. Amoteen mentioned was that the
Central Kentucky Riding for the Handicapped, lodatt the Horse Park, still needs
funds to complete planned facilities reported te® tBommittee in August 2003.
Groundbreaking ceremonies for a new community ceateE.P. "Tom" Sawyer State
Park, financed by $1 million from the 2006-08 Pabeelopment Pool and a $1 million
private donation, was held April 18, 2008.

The next information item updated the Committeglmn Franklin Circuit Court's
recent ruling on the prevailing wage lawsuit regagdstate park projects and similarly
situated state projects. In April and May 2007 edes of Request for Proposals (RFP)
were issued for private development at severak spairks (General Burnside, Green
River, Lake Malone, and Lake Herrington). Accordioghe RFPs, state funds from the
2006-08 Parks Development Pool were offered foon@ated infrastructure development;
however, if the private developer accepted sucliduthe state's prevailing wage laws
would apply to the entire project. In April 200Fetstate Department of Labor had issued
an opinion that if no state funds were involvedthiese private developments on state
property, prevailing wage laws would not apply. September 28, the AFL/CIO filed
suit against the Finance Cabinet seeking a coretiilve that for these projects requested
by the RFPs and for all similar projects built aats property, a private developer must
pay prevailing wage rates.

In March 2008, the Franklin Circuit Court ruled thihese specific park projects
and similar projects "constitute public works subjto the Kentucky prevailing wage
laws." The court directed the Finance Cabinet tmlelby the Department of Labor's
February 2008 legal opinion, which analyzed andrated the April 2007 opinion, and
concluded that a ground lease arrangement quadiies contract for construction with a
public authority. The ruling cited the extensivetst control during development,
construction, and operation of the improvementsgd dahe fact that title to the
improvements would pass to the state upon expiratiothe underlying ground lease.
The court's order and judgment, and the Departroehtabor's 2008 opinion that was
incorporated into the order, were included in theeting materials.



Ms. Osborne said the next information item was @y the April 16, 2008 letter
from the Finance Cabinet to the developer of treppsed Kentucky Horse Park Hotel
project notifying the developer that the projectswwarminated for default for failure to
meet conditions set forth in correspondence dasdmitrary 29. The conditions included a
requirement that by April 15, the Finance Cabineistireceive a written confirmation
that the bonds financing the project have been ctteurfor sale.

Also included in members' folders was a listingegfislation enacted during the
2008 Regular Session that relates to the jurisdictif the Committee and the updated
debt issuance calendar.

Representative Wayne said it would seem that thaekfin Circuit Court's ruling
on prevailing wage would also apply to all publiciversity projects. He asked if this
information has been disseminated to public unitiess in the state and to the
community and technical college system. Sherrorkstat Assistant Vice President,
Finance and Equal Employment Opportunity, Council Bostsecondary Education
(CPE), said a copy of the ruling has not been s$ernthe universities but CPE has
communicated with staff a willingness to dissenmengiat information following this
meeting.

Representative Wayne said this information couldhéleful to the universities in
terms of clarifying the application of the prevagi wage law to projects built on state

property.
Noting that a quorum was present, Senator Torichtke secretary to call the roll.

Representative Wayne made a motion to approve ihates of the April 15,
2008, meeting. The motion was seconded by Senaton&nd approved by voice vote.

Senator Tori asked Mr. John Osborne, Vice Presiten€Campus Services and
Facilities, Western Kentucky University (WKU), tdsduss a project report for the
university.

Mr. Osborne said WKU would like to initiate a projeto add club seating to
Diddle Arena. The project would add approximated hdditional seats to the arena and
generate an additional $213,000 in annual reventles.cost of the project is $773,000
and will be paid by the WKU Hilltopper Athletic Assiation.

Mr. Osborne said the premium seating area willudel standing / sitting areas,
food and beverage stations, and wide screen teavisnonitors. He said the
improvements would be to a state-owned facilityl Alaintenance and operational
expenses associated with this addition would berésponsibility of the WKU athletic



department. The schedule for the project callsitfdo be completed in time for the
upcoming season in October or November of this.year

Senator Tori said unbudgeted projects for whicmizarsity seeks approval are
typically approved by the university's governinglbprior to being submitted to CPE or
the Committee. She asked why WKU's governing baatchot review and approve this
unbudgeted project in the normal sequence. Mr. @&bsaid in this particular case, the
athletic department did not present the proje¢cheoWKU administration until recently.
The project became viable with the success of thkdJVWasketball team in the recent
NCAA post-season tournament that spurred increfsgatraising. Mr. Osborne said the
President did not seek approval from the WKU BoafdRegents for an unbudgeted
project to be financed by private funds prior tdiaion of the project. However, this
project will be submitted to the Board of Regemisdffirmation at its June meeting. He
added that the timing of the project's submisssoaiso due to the aggressive schedule for
completion.

Representative Wayne said if he was a board mehwenight be insulted that a
project was being initiated before the board hgor@aged it. Mr. Osborne explained that
there is not going to be any expenditure of fundswrty activity to cause any expense
prior to the project being presenting to the boardune.

Representative Wayne said the university board msvéhe university, not the
President, the athletic foundation, or the athldépartment. He said he did not think this
was the appropriate decision-making model for apgdrof university capital projects
that are not authorized by the General Assembly, ts was confused as to why the
board would agree to such a process.

Senator Seum asked if the university's board hagdhver to veto the project. Mr.
Osborne responded affirmatively. Mr. Osborne adited when they have a foundation
working with the university to make an improvemémat will benefit everyone, as this
project will, it is a win-win situation for everyenHe said this was a project that was not
considered a viable project a few months ago, anddcnow be an improvement to the
arena being updated in a section that presentgaant. It will add additional seating and
generate new revenue for the university.

Representative Damron said he has introduced &igisifor the past four years to
provide flexibility to universities to make decia®and each time his proposals have met
resistance. He said it concerns him that the adtnation or the athletic association at
WKU would assume that they have the authority toate capital projects on their own
without going through the proper process. He sa@dnmondered if university officials
wanted to build new projects without respect fargaiss and oversight.



In response to a question from Representative Dan@ommittee staff affirmed
that proposed legislation relating to postsecondadept would have required prior
certification by a university's governing board andeport to the Committee, CPE, and
the Finance Cabinet before debt could be issuethn@ittee staff also clarified that CPE
did approve this Diddle Arena project at its Magn8eting.

Representative Damron said the process by whishutlfbudgeted project is being
approved is akin to putting the cart before theseoHe said he would vote for it since
the approval was contingent upon approval fromi€U Board of Regents. He said it
is not good public policy to go around the BoardR&igents because it is statutorily the
policy setting body for the university. Unbudgetajects, regardless of fund source,
should be approved according to the proper process.

Senator Tori said she agreed with the commentshhee been made by other
members.

Representative Denham made a motion to approverbject contingent upon
approval by the WKU Board of Regents at its JungZ@D8, meeting. The motion was
seconded by Representative Wayne and approvedasymaus roll call vote.

Representative Wayne made a motion that the coschaite a letter advising
CPE that the Committee requests the Council notoapepprojects of this nature without
prior approval by the respective university's govsy board. The motion was seconded
by Representative Damron and passed by voice vote.

Senator Tori next asked John Hicks, Deputy Budgetdior, Governor's Office
for Policy and Management (GOPM), and Ken Marks,pid¢ Commissioner,
Department for Facilities and Support Servicesptesent the monthly project report
submitted by the Finance and Administration Cabinet

Mr. Hicks first reported an unbudgeted project tloe Justice and Public Safety
Cabinet to purchase a Mobile Command Center atsa @b $333,000. The funding
sources include a $266,400 federal grant from tlmeoMCarrier Safety Administration
and $66,600 from agency restricted funds. Accordmmghe materials submitted to the
Committee, the Mobile Command Center will be usgdthe Department of Vehicle
Enforcement staff to transmit on-site informatioaridg natural disasters and other
critical events.

In response to a question from Representative Dayibavid Leddy, Deputy
Commissioner, Department of Vehicle Enforcement] #ae Mobile Command Center
would be used when the Department conducts weigtiti@spection details at various
locations away from the weigh facilities throughttue state. The Department identified



the need for this several years ago, especiallgdal with coal trucks in Eastern
Kentucky.

Representative Damron asked if the only purpos¢éhimiMobile Command Center
was to enforce the Department's mission of enfgreaguirements on commercial truck
traffic. Mr. Leddy said yes, that is the day-to-gaypose.

Representative Damron asked if the Command Cerdgetdnbe used by officers
to set-up speed traps for four-wheelers or to wirikets for DUI's. Mr. Leddy said it
would not be used for these purposes. He saidlib@iavailable to the Commonwealth
in times of disasters and emergencies if the needekisting command centers is
exceeded and will be equipped with radios to comoate with any department within
the Commonwealth. It will be a back-up asset is¢hstuations.

Representative Damron said he would vote for tlogept if it was going to be
used for the stated mission. He said he had castakt vote to allow motor vehicle
enforcement officers to act as police officers. Meddy said the project was about
inspecting and weighing trucks. Representative Dansaid that is what the Department
should be doing but the officers were not doing.thle said if the administration cannot
address this, a bill would be filed in 2009 to asddrit.

Representative Damron made a motion to approveptbgect. The motion was
seconded by Representative Rudy and passed bynumasiroll call vote.

The next report Mr. Hicks presented was a federllyded scope increase of
$166,000 for the Department of Military Affairs,glgrass Station Helipad and Taxiway
Expansion to construct two helipads and add 1,4680df taxiway at Bluegrass Station in
Fayette County. The project's purpose is to ensafety for Special Operations Forces
Support Activities (SOFSA), a defense contractait ane of Bluegrass Station's major
tenants, which is responsible for the repair ofidogters used by Special Forces in
foreign conflicts.

Mr. Hicks said this unbudgeted project was reportedthe Committee in
November 2007 at a scope of $1,498,000 (federaldurThe design phase is complete,
and the scope increase is needed to accept theitbvior construction. He said the
Department and the Finance Cabinet consulted Wi\ to come up with the
additional federal funds to adequately fund the koev

In response to questions from Representative Wagn® how the contracts for
design services and for construction services vesvarded, Mr. Marks said the bid
process for the project was not advertised to thielip because they were procured
through the emergency procurement process.



Mr. Marks said the Finance Cabinet contacted twiterdint consultants for the
design work. The first consultant declined the Qffend the second consultant was
selected. He said a contract was negotiated wittiaknEngineers of Lexington in
February. Five construction firms were invited id bn the construction contract, and
three firms submitted quotes.

Representative Wayne asked why this project wasidered an emergency. Mr.
Hicks said the genesis for the need of an emerggmogurement came from the
Department of Defense to get this project completedhey could safely continue the
modifications for the aviation equipment. The Adptt General requested and the
Finance Cabinet Secretary approved the use of rtiergency procurement process in
January 2008.

Representative Wayne asked if procuring contractices in this manner opens
up the process for abuse. Mr. Marks said the emeygprocurement process had been
approved for this project. The bids received werthiw range of one another, which
represents a competitive situation.

Representative Wayne said if he were a contractdrdid not get invited to bid,
he would not feel that is was a competitive envinent. He said the state is being
dictated to by the federal Department of Defenséhle wondered who is questioning the
federal agency. He said that agency has madedd hatstakes recently, and he was not
sure if this project justified circumventing progeocurement procedures.

Senator Seum asked if it is allowable to circumuttet procurement process if a
project is 100% federally funded. Mr. Hicks saidcamvention of the procurement
process is not permitted, regardless of the fundrceo However, the emergency
procurement process is a statutorily available ggs®nce decided upon by the Secretary
of Finance.

Representative Damron made a motion to approvepttyect. The motion was
seconded by Representative Rudy and passed bgatblote with one member voting
IINO.II

The last items Mr. Hicks reported were two streastaration projects funded
with moneys from the Fees-in-Lieu of Stream MitigatProjects Pool. The first project,
Sand Lick Creek - Powell County, was an allocatiér$1,860,000 for restoration and
enhancement of 12,850 feet of Sand Lick Creekerdaniel Boone National Forest. The
second project was a request for a $125,000 saopease for the Brushy Creek -
Greenup County project to repair damage from arstora previously restored bank. The
revised project scope is $925,000. No action isiired by the Committee for allocation
of these pool funds.



Nancy Brownlee, Director, Division of Real Propesti reported nine state agency
lease modifications that involved square footageeases or decreases for the months of
January through March 2008. Each of the modificetiovas less than $50,000 and did
not require Committee approval.

Senator Tori next asked John Covington and Sandjyliawis, Kentucky
Infrastructure Authority (KIA), to come to the tablMs. Williams presented five KIA
Fund A (Federally-Assisted Wastewater RevolvingrL&and) loans for the Committee's
approval. The first loan was for $43,307,280 fae @ity of Bowling Green in Warren
County. The loan is the single source of fundingtfas project, and will be used to
upgrade and expand Bowling Green Municipal Utsitiwastewater treatment plant from
10.6 million gallon per day (MGD) to 15 MGD. Thealo has a 20-year term and a 1.0%
interest rate.

The next loan Ms. Williams presented was for $50,000 for Sanitation District
No. 1 (SD1) in Boone, Kenton, and Campbell Counfids loan proceeds will be used
to assist in funding a $83,147,554 project to cmesta new 20 MGD wastewater
treatment plant to serve the western regional serarea. The loan will have an interest
rate of 1.0% for 20 years. Construction of the pleomplies with the consent decree
between SD1, the US Environmental Protection Capihe Kentucky Environmental
and Public Protection Cabinet, and the US Departneénjustice to address sewage
overflows in the region.

The third Fund A loan Ms. Williams presented was#®21,192,000 for the City of
Elizabethtown in Hardin County. The funds will beed to upgrade and expand the City's
wastewater treatment plant from 7.2 MGD to 13 MQDe loan is the sole source of
funding for the project. The loan has a 20-yeantand a 3.0% interest rate.

The fourth loan Ms. Williams presented was for $8,890 for the City of
Somerset in Pulaski County. The loan proceeds bellused to assist in funding a
$14,897,000 project to upgrade and expand its wasée treatment plant from 3 MGD
to 4.4 MGD, replace sewer lines, and construct ant@aance building. The loan has a
20-year term and a 1.0% interest rate.

The last loan Ms. Williams presented was for $2,000 for the Paducah
McCracken Joint Sewer Agency in McCracken Countye Tunds will be used to make
improvements to the Perkins Creek Lift Station. Toen will be combined with other
financing for a total of $3,296,200. The loan h&9ayear term and a 1.0% interest rate.

Representative Wayne asked if KIA is pledging fatéunds with all five loans
and if these loans are approved, how much will\@alable for new loans in the future.
Ms. Williams said the only project that has futdtending committed is Sanitation
District No. 1. All the other loans are coveredthg payments on existing loans, which



KIA currently has in the bank. The safeguard fa& 8D1 loan is that the loan amount is
contingent upon KIA's actual receipt of repaymamds in the amount sufficient to
enable KIA to fully fund that loan. Ms. WilliamsidaKIA typically receives about $23
million in repayment funds every year, and they éhdaad no delinquencies and no
defaults. She said next year's repayments are dbechtd the SD1 loan.

Representative Wayne asked why so much money, $&million, was being
committed for the Bowling Green project so far dvance when it has a March 2009 bid
date. Ms. Williams said KIA's commitment letter¢oal for a conditional commitment
available for one year for all projects. The Maddie falls within the one year time
frame which is available with every loan.

Representative Wayne asked if pre-approving loaissfar in advance may cause
project costs to be underestimated. Ms. Williamd E3A did talk to Bowling Green and
the City is trying to maximize its funding. Bowlif@reen has access to capital markets
and anticipates addressing financing any cost aasrthrough them.

Representative Damron asked how much Fund A morlepevavailable for new
loans the remainder of this calendar year if tHeaas are approved. Ms. Williams said
next year there will be approximately $10 milliowadable for clean water state
revolving fund borrowers if KIA does not issue leage bonds.

Representative Damron asked if KIA is spending $t@b6on for five borrowers,
$115 million of which is for three loans, that medhere is only $10 million left to the
rest of the state. Ms. Williams said the situatiora catch-22. She explained that every
year EPA evaluates KIA and looks at the pace dieideral funded programs, and every
year KIA has failed to meet the pace required by EFhis will be the first year in recent
history that KIA has actually met and exceeded rigguired pace. The intent of the
program is for environmental clean-up of water. Kbks the projects based on which
projects will met that goal.

Mr. Covington said over the history of the KIA prag, KIA has received
criticism from the EPA for not spending the mon&yaditionally, the majority of KIA
loans have been made to small systems. He said fusace built up in the program until
KIA makes these loans to large systems.

In response to a question from Representative Danio. Covington said in the
last year in particular, KIA sent out letters todges, mayors, water systems and
engineering firms informing them of the program ahd funds available. KIA funds
projects from a priority list developed by the Bian of Water. KIA has tried to make
people aware that this is another reason the misrgrying out. He said even though KIA
historically has made loans to smaller systems; #re making a concentrated effort to



reach out to larger borrowers in order to elimindie cash build-up problem in the
program.

Representative Damron asked what is the averageesitrate paid for KIA loans.
Ms. Williams said the average interest rate isnsljgover 1%.

Representative Damron commented that if KIA plansiake three loans to larger
water systems that have access to capital marktetslow interest loans may not be
available to smaller rural water and sewer digrict

Representative Denham congratulated Mr. Covingtanhs appointment as
Executive Director of KIA. He asked what was therent fund balance for the Fund A
account. Ms. Williams said KIA had committed alladeble funds with the exception of
about $20 million.

Representative Denham asked if Fund A money camen fthe federal
government and did the General Assembly make apyoppations. Ms. Williams said
KIA is funded through a capitalization grant thrbouilpe US EPA, and they require that
the Commonwealth provide a 20% match. In additomthe capitalization grants and the
state match, KIA also receives repayment funds frenexisting loans. Ms. Williams
said she was not certain how much the General Aslyeatiowed for Fund A loans the
last session. Mr. Hicks added that the 2008 RegBkssion, the General Assembly
appropriated $4 million in state bonds in the 2008sudget for the state match for KIA
Fund A.

In response to another question from Represent&ereham, Ms. Williams said
that all funds available for the current fundingleyhave been committed. She said next
year, KIA is projected to receive a FY 2009 capittion grant. Mr. Hicks said KIA will
likely receive approximately $20 million in federappropriations in the next funding
cycle for Fund A.

Representative Denham asked if there was suffickemiand for the program,
could bonds be sold to meet that demand. Ms. Wiliasaid KIA received budgetary
authorization to issue leveraged bonds, but sorogram and process details have to be
worked out.

Representative Denham asked how much was the @#tion for leveraged
bonds. Ms. Williams responded $200 million for Fuk@nd $30 million for Fund F, the
drinking water revolving loan fund. Representatenham asked if this money was
committed ahead of time and if there is a demaradjldvKIA be able to go to the bond
market to sell bonds to cover those areas sudheadistrict he represents and other rural
districts. Ms. Williams said yes.
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Representative Denham asked if KIA had issuedtyipis of bonds in the past. Mr.
Covington said this would be the first time KIA ha&sued leveraged bonds. Mr.
Covington added that KIA has been in communicatiath the Office of Financial
Management and the state budget directors' offickscuss these issues.

Representative Rudy asked if there were any coesegs from criticism from
the federal EPA. Ms. Williams indicated there weme practical repercussions.
Representative Rudy said if KIA thinks it has bekring it right all these years, why
change because of EPA's criticism. Mr. Covingtad saalistically speaking, EPA is not
going to take the federal funds that have beenogpated by Congress. However, EPA
must request funding from Congress for this progemd if states have hundreds of
millions of dollars in the bank, Congress may ne¢lfit is necessary to appropriate
additional funds.

Representative Damron asked who would make thestbice payments if $200
million of bonds were issued. Mr. Covington saidwnians are made from bond
proceeds and revenues from existing loans.

Representative Damron asked how KIA is going toaskveraged bonds since
the repayments coming in are used to make new |aamveraged bonds would have to
be a one-time lump-sum deal because issuers cawoobmically go into the capital
market in small increments. Mr. Covington said KihAs to demonstrate to EPA that it
can maintain the account balances and structur@ribgram so that KIA does not sell
bonds greater than the amount that can be suppaoytdte interest income from existing
loans alone.

Representative Damron suggested the leveraged laedgoing to yield about
5% such that KIA would need at least $10 millioririterest income each year. With 1%
interest rates on the loans, it will take a lotnmdney to generate the interest income to
support the bonds. Kentucky may be thinking it §a60 million available since that is
the authorized amount, but actually it will depemgon the quality and quantity of
projects so it may not reach the authorized level.

Mr. Covington said KIA did an analysis of the pragrs capacity based upon the
outstanding loans and it appeared KIA has appraein&400 million in capacity. KIA
IS not anticipating using the entire capacity beeaof the issues Representative Damron
mentioned. KIA does not want to encumber the futniréhe program and it will be
conservative in the amount of leveraged bonds tla@yissue based upon the outstanding
loan portfolio. Representative Damron asked Mr. i@giwon if KIA feels it has enough
money coming in from the existing Fund A loan palitf to continue to meet all of its
other obligations and issue $200 million in newtd&tr. Covington said yes.
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Senator Tori said the Fund A loans being presetdddy are being committed
without the funds on hand. She asked if this wdaddome standard procedure for KIA
loans. Mr. Covington said KIA does not plan to cointie entire $200 million
appropriation, but rather $20 million in loan repants. Ms. Williams said KIA feels
comfortable committing the approximately $20 miflioof future repayment funds
because those cash flows are very stable. Shersgichave no reason to think, based on
the past 20-year history of the program, that threpayments will not come back. A
commitment was made to SD1 only, and SD1 is awite dommitment is based on
future repayment funds and is willing to take themce. Ms. Williams said if these
repayments are not available, SD1 has access tis avilling to use capital markets.

Ms. Williams added this was a unique situation. KlpAolicy has always been to
fund the applications first come, first served. Epplication for SD1 was the first KIA
received this year with Bowling Green's applicats@cond. If KIA had funded these two
loans, it would have decreased the amount avaifabthe smaller systems. KIA tries
also to fund smaller requests. Since the projectSIio1l will take about 30 months to
complete, KIA's cash flow needs mirror KIA's casheipts in the future. KIA was trying
to tie together their cash flow needs with KIA'sltaeceipts and free up this year's
funding for smaller projects. She said KIA actualig increase the number of loans to
smaller systems.

Representative Wayne made a motion to approve itee Fund A loans. The
motion was seconded by Representative Damron apabegd by unanimous roll call
vote.

Representative Damron explained his "Yes" voteséld he was reluctant to vote
yes because this is not a proper use of governmenty, as it should be used to help
those smaller districts. He added that he was cordethat federal EPA money for
smaller districts was being utilized for largertdids such as Bowling Green, and the
program was established to provide low-cost loans.

Representative Denham explained his "Yes" votes&ld he had a great deal of
respect for KIA, but had similar concerns as Regmetive Damron. He commented that
an agency that does not have any loan delinqueacigsfaults deserves the Committee's
consideration.

Representative Tori explained her "Yes" vote. Shid she had reservations about
voting to commit funds that are not on hand and tould be dangerous, but the projects
are worthy and need to move ahead.

Senator Tori congratulated Mr. Covington on his @pgmnent as Executive
Director of KIA.

12



Ms. Williams next presented various coal/tobacceettjmment grants that were
funded through line item appropriations from then@&al Assembly in 2005 and 2006.
No Committee action was required.

Senator Tori next asked Katie Smith, Deputy Comimines for the Department of
Financial Incentives, Cabinet for Economic Develepin to report an Economic
Development Bond (EDB) grant.

Ms. Smith reported a grant of $200,000 to the LaliesJefferson County Metro
Government for the benefit of PharMerica InstitnabPharmacy Services, Inc. Proceeds
will be used to offset costs associated with eshinlg a 61,945 square foot facility that
will serve as PharMerica's corporate headquarters.

Representative Denham made a motion to approve&lH project. The motion
was seconded by Representative Wayne and apprgwackinimous roll call vote.

Next invited to the table were Tom Howard, ExecatiDirector, Office of
Financial Management (OFM), and Terri Fugate, Dgfitrecutive Director, OFM. Ms.
Fugate reported a new bond issue for Morehead &tateersity (MoSU): MoSU
General Receipts Bonds, 2008 Series A, (Tax-Exeanpd) 2008 Series B (Taxable) for
$12,155,000. Proceeds from this bond issue willused to refund the university's
outstanding 2000 Series N Housing and Dining Systewenue Bonds.

Ms. Fugate said this new bond issue report updatesreplaces the bond issue
report that was presented to the Committee in M2@bB. At that time they were just
considering refunding the Series N bonds, but tefands all of MoSU's outstanding
housing system bonds. They do expect to have giy@wsannual cash flow savings but a
net present value loss. Ms. Fugate said MoSU gdlarc®llapse its debt service reserve
and its maintenance funds, which will no longerneeded to support the housing and
dining system.

Representative Damron made a motion to approvbdhd issue. The motion was
seconded by Representative Denham and approvedanynoous roll call vote.

The next new bond issue Ms. Fugate reported waselsiiy of Kentucky (UK)
General Receipts Bonds, 2008 Series A, for $360080,Proceeds from this bond issue
will be used to refund $37,770,000 outstanding hgton-Fayette Urban County
Government Governmental Project Revenue RefundmgdB, Series 1998 (UK Alumni
Association, Inc. Commonwealth Library Project).

Senator Tori asked which other universities hav@egts financed by third-party

entities that are eligible to refinance the asdediadebt under the HB 406 budget
provision, and what is the total amount per uniterds. Fugate said she was aware of
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several universities that might have a similar tgp®pportunity. The budget allows for
the refunding with general receipts. She said stienot have an outstanding amount for
these bond issues. Senator Tori asked Ms. Fugafarngsh this information to the
Committee.

Representative Damron said the university is natingaany payments on these
bonds. Mr. Howard said the repayments are fromaursity private resources that go to
support the mission of the institution so when lleerowing costs go down they have
more resources available to support the mission.

Representative Damron asked if the rating agencmssider these bonds
university debt. Marc Mathews, Treasurer, Univgrsit Kentucky, said they do consider
this part of the university's consolidated debtpiReentative Damron said what was
argued when the university did this bond issue re¢vgears ago was probably not
accurate. The university issued the bonds withaerigBal Assembly authorization after
the 1994 session. [The project was funded usingr$iflibn in conduit bonds issued by
the Lexington Fayette Urban County Government almlost $14 million in donor
contributions.]

Mr. Mathews said the debt has been viewed as usiiyedlebt and the Athletic
Association was the primary source of repaymenttf@at debt. The savings of this
refunding benefits the Athletic Association, whistpart of the university.

Representative Damron asked if this project wasaygal by the UK Board of
Regents. Mr. Mathews responded affirmatively. Hiel §ae Board also approved a debt
policy several years ago that requires them tcere\debt refunding opportunities every
six months. Mr. Mathews added that this bond isews approved by the Board
contingent upon certain net present value savieggytachieved by the sale date.

In response to additional questions from Represeat®amron, Mr. Mathews
said the Athletic Association makes payments onbitreds, and any savings associated
with this refinancing will go to the Athletic Assation. He added that there is a
secondary guarantee if the Athletic Associationemever unable to make the payment.
Mr. Mathews said he did not know what the Athléissociation will use the funds for,
but they would clear any use of the funds through Board of Trustees. He explained
that the Athletic Association, even though it iseparate 501(c)(3) corporation, is an
affiliated corporation of the university, and thegnnot expend funds without the
approval of the Board of Trustees.

Representative Damron asked if by going through pndocess, more debt was not
being created and impairing potential borrowingaxay of the university. Mr. Mathews
said this refinancing would not create additionabtd This action will free up the debt
service reserve, there will be less bonds outstgnaind more capacity as a result.
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Representative Wayne made a motion to approvedhd Issue. The motion was
seconded by Representative Damron and approveddiraous roll call vote.

Ms. Fugate next reported a new bond issue, Narth@ntucky University
General Receipts Bonds, 2008 Series A, for $190016,Proceeds from this bond issue
will be used to reimburse the university for itsrghase and renovation of the former
Lakeside Nursing Center, now the James P. CallResidence Hall.

Representative Wayne made a motion to approvedhd Issue. The motion was
seconded by Representative Rudy and approved lmmaoas roll call vote.

The next bond issue was for the Kentucky Economevdlbpment Finance
Authority (KEDFA) Healthcare System Revenue Bonfsries 2008 (Kentucky Easter
Seal Society, d/b/a Cardinal Hill Healthcare Sysknwmject), $43,000,000. Proceeds from
this bond issue will be used to provide funds for addition to the Cardinal Hill
Rehabilitation Hospital in Lexington and refund stahding variable rate debt.

Representative Denham asked about the status d{ER#-A program, and the
remaining balance of the KEDFA pooled loan progr&fa. Smith said these funds were
from conduit financing under the 1985 KEDFA HosbiBond Pool Program. The
outstanding balance was approximately $13 millaord would decrease to $10 million if
this bond issue is approved.

Mr. Howard added there are a limited number ofip@dnts remaining in that
pool. Cardinal Hill and other borrowers are reficiag their loans in order to lower their
cost of capital. When all participants have raficed their KEDFA loans, the pool will
essentially cease to exist. Borrowers are lookingefinance out of the pool because the
credit facility provider, FGIC (Federal Guarantysimance Company), has been
downgraded below investment grade for some ratinyices but remains Baa3 by
Moody's. If Moody's drops FGIC below investmentdgaating, the pool will essentially
collapse and become bank term loans which willycatepending upon the borrower, a
higher rate than they can get in the capital market

Representative Denham asked Mr. Howard if Carditithiwas arranging private
financing in order to move out of the pool. Mr. Hang responded affirmatively and said
many health care providers are using KEDFA as a@wbrnRepresentative Denham asked
if this should increase the funds back into the KBDbond pool.

Ms. Smith said the KEDFA pool provided private ficang. Mr. Howard said
those proceeds would be used to pay off existingsnand there would be a decrease
instead of an increase in the amount of bonds andstg. All private borrowers are
refinancing their loans.
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Representative Damron made a motion to approvbdhd issue. The motion was
seconded by Representative Denham and approvedaoymious roll call vote.

The last new bond issue reported was for the KégtuAsset/Liability
Commission General Fund Tax and Revenue Anticipatlotes (TRANSs), 2008 Series
A, $600,000,000. Proceeds from this issue will ficex Fiscal Year 2009 General Fund
cash flow requirements in anticipation of taxes aenknues to be collected during the
fiscal year.

Ms. Fugate said the bond issue is for $507,724ab60the OFM resolution allows
for issuance of up to $600,000,000. It is likehatttonce the full analysis has been
completed, OFM will issue between $250,000,000 &480,000,000, depending on
General Fund cash needs. No action was requirdideb@ommittee.

Next Ms. Fugate presented a follow-up report fopraviously approved bond
issue for Kentucky Housing Corporation (KHC) Reverigonds, 2008 Series A (AMT)
and Series B (Taxable) (Variable Rate), $49,270,00@s bond issue was approved at a
previous Committee meeting, and no further actias vequired.

Mr. Howard discussed Kentucky's revised ratingdoolts with the Committee.
He said Moody's and Fitch changed the state'sauflom stable to negative. They both
cite economic conditions, the budget's structumbalance, and the drawdown of
reserves as the reasons for the revising of the'stautlook. Standard and Poor's (S&P)
maintained Kentucky's outlook as positive but S&kes the state the lowest of the three
rating agencies.

Senator Tori asked Mr. Howard if he agreed thatettenomic situation impacted
ratings. Mr. Howard said certainly economic comai affect state budgets. There are
four other states on negative outlook with Mood¥gch has four states on negative
outlook and two on credit watch - negative withgmtial downgrades. S&P does not
have any states on negative outlook at the praseet but their rating scale is more
conservative than the other two rating agencies. mhnicipal sector is under stress, and
budgets will be difficult as revenues are strugglimthis current economic climate.

Representative Denham asked Mr. Howard how manyg pamts and how much
additional dollars in debt is this going to cost tBiommonwealth. Mr. Howard said an
outlook does not change the rating. If the outleae to continue to decline and the
state was downgraded to the single A level, usimgeat benchmark scale, that cost
could be on an un-enhanced basis if we were nettalppurchase bond insurance because
of all the other issues of subprime and the lim@@dount of bond insurance available.
The cost in today's market could be a 1/3 of agrgrhigher. On the existing debt that is
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authorized but not yet issued, it would theoreljcabst about $58 million over the life of
the bonds.

Representative Denham asked Mr. Howard how manyldevere going to be
refinanced in the near term that this would advgra#fect. Mr. Howard said he did not
see any potential refundings at this time. The eéetigat was attempted for State Property
and Buildings Commission No. 89 was not able toemalize due to changing market
conditions. OFM will be financing authorized butissued debt from the 2005 and the
2006 Regular Sessions, which remains at just udtldxillion and the new authorization.
Representative Denham asked if there was anytag dould be done to head-off a
downgrade. Mr. Howard said that the consistent agsss the rebuilding of reserves.
Budget reserves, called rainy day funds, cushiostade during the downturn. For
example, in February 2007, rating agencies revibedstate's issuer credit rating to a
positive outlook citing the increased Budget Resdrwust Fund balance.

Next, Ms. Fugate presented seven new school bao@sswith School Facilities
Construction Commission (SFCC) debt service p@diodn: Bowling Green
Independent (Warren County), Campbellsville Indejgen (Taylor County), Carlisle
County, Fleming County, Hardin County, Harrison @ty and Owensboro Independent
(Daviess County).

Representative Wayne made a motion to approve ¢heot bond issues. The
motion was seconded by Representative Damron apabwegd by unanimous roll call
vote.

Next, Ms. Osborne reported two locally-funded sdHmand issues submitted to
the Committee for review this month for Ft. Thonhadependent (Campbell County) and
Harrison County. She said all disclosure infornmratias been filed, and no further action
on the bond issues was required.

Senator Tori said she wanted to note for the re¢bad on Sunday, May 11,
Cumberland Falls State Park was stuck by a tornatich was confirmed to have winds
over 100 miles per hour by the National WeathewiSer She said there was damage to
trees and vehicles but luckily there were no igsiror fatalities to park visitors or
employees.

Senator Tori said the Committee's next meetingmsatively scheduled for June

17, 2008, in the Capitol Annex Building. With thebeing no further business the
meeting adjourned at 2:45 p.m.
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